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Shifting from Classical Micro Analysis 
to Macroeconomic Analysis 

So far, we have considered a classical frictionless economy with all 
adjustments taking place through the price mechanism. No unemployment (of labor or 
capital) ever occurs in classical analysis. Markets (including factor markets) 
always "clear." 

Macroeconomic analysis explicitly recognizes the possibility of non-clearing 
markets, especially the labor market. It is usually assumed that the wage and price 
mechanism is somewhat insensitive to excess supply and demand, thus impeding market 
clearing. Macro models of this type are sometimes referred to as "fix price" because 
of this assumption. 

In Section 130, we will freeze prices completely and let quantities vary at 
below-f ull-employment levels. The model presented is highly simplified, yet it 
captures characteristics found in large-scale macroeconomic forecasting models. 
Like much of macroeconomics, it is not well integrated with microeconomic analysis. 
The key question of why the labor market doesn’t clear in the real world is still 
widely debated. 1 


1 New theories in labor economics - first developed in the 1 970s and 1 980s and continuing - are attempting to 
address this issue. For our purposes, however, a more complete explanation is not needed. 



